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The Honorable Wilbur D. Mills
Chairman, Committee on Ways and Means
House of Representatives
1134 Longworth House Office Building
Washington, D.C.

Dear Mr. Mills:
The Institute's committee on federal taxation
has studied H.R. 15330 regarding the income tax treat
ment of installment sales following the election of
the installment method by a taxpayer previously using
the accrual method.
The bill would amend Section 453(c) of the
Internal Revenue Code which provides partial relief from
double taxation on the collection of installment sales
arising in years prior to the election of the installment
method by an accrual method taxpayer.
The amendment
would eliminate the partial relief and would impose an
entirely new limitation on the installment method which
we believe would negate the business purpose for which
the installment method was intended.
The bill provides that an accrual method tax
payer electing the installment method may defer reporting
gross profit on installment sales made in the year of
change and subsequent years only to the extent the total gross
profit attributable to uncollected installment sales at the
end of each year exceeds the total gross profit attributable
to collections on pre-election installment sales received
during a specified period prior to the year of change.

The practical effect of the amendment is to
negate the benefit of the Installment method for taxpayers
making the Installment sales.
A taxpayer electing the Installment method under
the amendment would be unable to defer reporting any uncollected
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gross profit unless subsequent increases in (1) installment
sales volume, (2) gross profit margin, (3) payment terms,
or (4) any combination thereof, were sufficient to increase
the total gross profit attributable to uncollected installment
sales at the end of each year to an amount exceeding the
total gross profit attributable to collections on pre-election
installment sales received during the appropriate pre-election
period.
In June 1965 we submitted to your Committee a
series of recommendations for amendments to the Internal
Revenue Code.
Among these was a recommendation (No. 18, page 22)
that complete relief from double taxation occurring as a
result of a change from the accrual method to the installment
method by dealers in personal property be accomplished by
appropriate legislation in order to fulfill the original
intent of Congress in enacting Section 453(c).
The legislation which we envisioned would provide
that any reasonable adjustment necessary to prevent substantial
distortion of income during the transition period from the
accrual method to the installment method be taken into account
over a ten-year period.

H.R. 15330 substantially erodes the long-standing
privilege accorded taxpayers by Section 453 of paying tax
on installment sales at the time the income to which the
tax relates is collected.
Enactment of H.R. 15330 would
require a taxpayer electing the installment method for the
first time to commit a greater amount of permanent capital
to his business than a taxpayer already using the method.

We believe that the bill as drafted would severely
limit the operation of Section 453, a provision of the law
which is distinguished for its fairness to the taxpayer and
the Government, and create an unjustifiable inequity among
taxpayers in similar circumstances.
We would be pleased to further develop our comments
at your convenience.
Sincerely,

Donald T. Burns, General Chairman
Committee on Federal Taxation
cc: Members of the Committee
on Ways and Means
Mr. Leo H. Irwin, Chief Counsel

